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GOVERNMENT BUDGET 


Total Receipts 
Total Expenditures 
Surplus (+) /Deficit(-) 
FOREIGN TRADE 
Exports 

EC Share % 

US Share % 
Imports (2) 

EC Share% 

US Share% 


53,411.2 
54,968.5 
=i. (537.3 


59,897.5 
599 ,927.2 
-29 4 


62,437.5 
68,262.5 
-5,725.0 


88,563 
43.9 
5.6 
105,755 
90.8 
229 


101,929 
76.8 
5.2 
117,646 
91.5 
2.5 


100,346* 
aa” 
4.8* 
123,846* 
9i47* 
on™ 


Notes: 
(1) Due to unified currency for Luxembourg and Belgium, no 

separate monetary data exists. 

Gas and electricity excluded: 

Figures are estimates as final statistics for 1983 are 

not yet available. 


GOL Statistical Office 


(2) 


79 


Source: 





ECONOMIC TRENDS REPORT 
INTRODUCTION AND SUMMARY 


The Grand Duchy of Luxembourg is a small, prosperous country 
which enjoys an open and free-market economy with easy access 
to all of its neighbors. As a member of the Belgium- 
Luxembourg Economic Union (BLEU) it shares the same exchange 
rates and customs facilities with Belgium. Luxembourg is also 
a member of the Benelux Customs Union (composed of Belgium, 
the Netherlands and Luxembourg) and a founding member of the 
European Community. Luxembourg has a large middle class 
society with one of the highest standards of living in the 
world. The large industrial sector, currently dominated by 
steel, is being diversified by new investment. The agricul- 
tural sector is based on small, but highly productive, family- 
owned farms. The service sector, particularly banking and 
tourism, employ a growing portion of the skilled work force. 
Over 80 percent of the gross domestic product is related to 
foreign trade, creating a long-standing interest in open 
borders and commercial activity. Luxembourg is an active 
proponent of free trade, and most of its economy is trade 
oriented. For example, imports provide almost 90 percent of 
the consumer goods. Most trade is with West Germany, Belgium 
and France. Trade with the United States amounts to only 
about four percent of total foreign trade. 


Industrial production in 1983 declined by 3.2 percent. This 
followed a 3.5 percent decline in 1982 and a 6.8 percent 
decline in 1981. For all three years the decline was due 
largely to a decrease in steel production. GDP has remained 
stagnant over the same period. In constant terms, GDP 
increased one percent in 1983, after a decline of nearly the 
same amount the year before. The continuing stagnation in 
the world steel market and the imposition of production and 
sales quotas by the European Commission has resulted in a ten 
percent decline in Luxembourg's steel production since 1981. 
Steel, however, still remains the Grand Duchy's single most 
important industry. Government efforts to diversify the 
industrial base led to the opening of four new plants in 1983, 
following ten new plants in 1982 and six in 1981. Attracted 
by several incentives, including tax holidays, these new 
industrial plants will not represent a source of revenue for 
the government until the late 1990's. They do, however, 
create much needed new employment. More than 1,500 new jobs 
have been created in the industrial sector since 1981. 


Luxembourg has an established international banking center. 
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With 114 banks, total assets increased by 14 percent in 1983 
after a 37 percent increase in 1982. The Grand Duchy is a 
major Eurocurrency trading center, accounting for one- 

fourth of all Eurocredits to the non-banking sector. Dealing 
largely in Deutschmarks and dollars, the banking community is 
responsible for large transfers of foreign currencies which, 
along with other service receipts, result in regular balance 
of payments surpluses. In 1983, the balance of payments 
surplus was estimated at 60 billion francs. 


Although the country is prosperous and per capita imports 

are high, the small size of the country precludes many 
American firms from targeting it as a market for U.S.-made 
products. A marketing strategy which includes this lucrative 
market within the framework of the Benelux countries, and 
Belgium especially, would be more cost effective. Exceptions 
to this strategy are sales of goods and services to the iron 
and steel industry and to the financial sector. 


CURRENT ECONOMIC SITUATION 


Like other industrial countries, Luxembourg has felt the 
effects of the recent economic recession and has been 
particularly effected by the decline in the world steel 
market. Nevertheless, the Grand Duchy continues to be one 

of the most prosperous members of the European Community with 
a gross domestic product in 1983 estimated at 210,900 billion 
flux in current prices. The per capita income is a little 
over $12,000. With 80 percent of its work force involved in 
foreign trade-related activities, economic well-being depends 
heavily on the economic strength of its major trading partners 
and the free world economy in general. With the major 
industrial sector dominated by the steel industry, the economy 
is an easy victim to recessionary trends in the rest of the 
industrialized world. 


Considering constant prices and a new system for national 
accounts which removes the distortions caused by 22 percent 
of the GDP being related to international banking, the GDP 
decreased 1.2 percent in 1980, 1.6 percent in 1981, and one 
percent in 1982. In 1983, the GDP increased by one percent. 
Inflation ran at 8.1 percent in 1981, 9.4 percent in 1982 and 
eight percent in 1983. Luxembourg traditionally records very 
low unemployment rates due, in part, to the continued employ- 
ment of nonessential workers in the steel industry's Anti- 
Crisis Division (a public works unit financed jointly by 
industry and the Luxembourg Government). Official statistics 
for 1983 set unemployment at 2,476 persons, or two percent of 
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the total work force. By including the some 600 persons still 
assigned to the Anti-Crisis Division, real unemployment for 
1983 is three percent. This represents little change from the 
1982 level. In spite of the fact that Luxembourg's unemploy- 
ment rate is low by Common Market standards, the country is 
facing its most serious unemployment crisis in over a decade. 


FOREIGN TRADE 


With major firms 95 percent export oriented, and imports pro- 
viding 86 percent of its consumer goods, Luxembourg, by 
necessity, is and always has been, an active supporter of 
liberal foreign trade. Its commitment to foreign trade, the 
small size of the economy, its close integration with 
neighboring economies, and its central position in the 

European Community has made Luxembourg a strong supporter of 

a common European economic policy. This is particularly true 
as regards its relationship with Belgium. It belongs to the 
Belgian-Luxembourg Economic Union, and shares a common 

exchange rate and a customs system with Belgium. Luxembourg 

is also part of the Benelux Customs Union, the world's oldest. 
The Grand Duchy was a founding member of the European Com- 
munities (European Coal and Steel Community, European Economic 
Community and EURATOM) and is a long-time supporter of European 
unity. The presence of many Community institutions in 
Luxembourg amply demonstrates the commitment to a united Europe. 


Luxembourg's trade account has run a persistent deficit since 
1974, and during 1983 the country incurred its largest trade 
deficit since the end of World War II, with a total trade 
account deficit of 23.5 billion flux. The primary reason for 
the large deficit was the continued drop in industrial exports, 
primarily steel, and the continued increase in the importation 
of expensive, high quality consumer goods. Luxembourg produces 
almost no consumer goods. The government has tried to lessen 
the trade imbalance with higher taxes on luxury goods, but the 
new taxes have had little effect on the buying habits of 
Luxembourg consumers. In spite of these trade deficits, 
however, Luxembourg continues to show a healthy balance of 
payments surplus. In 1983, this surplus is estimated to be 
about 60 billion flux. Foreign exchange revenues which make 
up this surplus result primarily from services provided by the 
active and growing banking community. 


In 1983, 91.7 percent of all imports came from other members 

of the European Community. Of this, 40 percent of imports 

came from the Federal Republic of Germany, 35 percent from 
Belgium, and 15 percent from France. 77 percent of Luxembourg's 
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exports went to other Common Market countries, with its 
immediate neighbors being the largest consumers: 30 percent 
of exports went to the Federal Republic of Germany, 20 per- 
cent to Belgium and 15 percent to France. The most important 
products exported (45 percent of the total) continues to be 
metal products, primarily steel. The next largest group of 
exports are plastics and rubber materials, which account for 
12 percent of total exports. Only 2.1 percent of Luxembourg's 
imports during 1983 came from the United States; exports to 
the United States amounted to 5.2 percent of total exports. 


IRON AND STEEL 


The iron and steel industry is the most important sector in 
the economy, and in Luxembourg, iron and steel means ARBED, 
the country's giant steel company. Faced with the same 
problems as other steel making firms throughout the indus- 
trialized world, ARBED, over the past eight years has cut back 
its production and work force. In spite of cutbacks, it still 
employs nearly 25 percent of the industrial work force and 10 
percent of the national total. In 1983 its turnover repre- 
sented 21 percent of the GDP. After suffering its heaviest 
losses in a generation in 1982, the firm appears to have 
turned the corner towards recovery in 1983. While still 
operating at a loss, ARBED was able to cut its losses in half 
during fiscal year 1983. At present, 90 percent of ARBED's 
production and sales are controlled by quotas imposed by the 
European Commission. The firm is actively seeking new markets. 


Orders from nontraditional buyers are up for the first quarter 
of 1984. ARBED is optimistic about its future due to limited 
government aid and a new production and marketing agreement 
with Cockerill-Sambre of Belgium. 


BANKING SECTOR 


The second most important sector in the economy is inter- 
national banking. Good communications, easy access to other 
European countries and financial centers, skilled multilingual 
staff and a government policy that is decidedly pro-banking 
have all encouraged the growth of a permanent banking center 
in Luxembourg. The banking sector now accounts for 22 percent 
of the GDP of the Grand Duchy. In a period of increasing 
trade deficits, this sector has provided the income for the 
country's balance of payments surplus. There are now 114 
banks in the Grand Duchy, making it the third largest banking 
center in Europe. Luxembourg is a particularly prominent 
market for Eurocurrencies and Eurobonds. West Germans repre- 
sent the largest single national group among foreign banks, 
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finding Luxembourg a profitable center for offshore trading 
in Deutschmarks. In 1982, new laws were passed allowing for 
expansion of international insurance and re-insurance activi- 
ties. This, withthe creation of a tax-free gold market in 
1981, has further secured the position of banking as a major 
industry. The financial sector is the second largest 
employer in Luxembourg and annually provides the government 
with a growing source of tax revenues. Most lending from 
Luxembourg is directed to other European countries and to 
North America. Thus, Luxembourg banks have been largely 
immune to the difficulties encountered by major international 
banks with heavy exposure in Eastern Europe and the Third 
World. Nevertheless, the general decline in international 
banking activity during 1983 left its mark on the Luxembourg 
banking sector in the form of reduced growth. After 42 per- 
cent growth in 1981, and 37 percent in 1982, growth in the 
banking sector in 1983 slowed to 14 percent. 


BUDGET AND PUBLIC FINANCES 


Up to 1979, the government budget traditionally registered a 
surplus which was channeled into special reserve funds. Since 
1979, the government has experienced modest overall deficits. 
In 1980, 1981, 1982, and again in 1983, both government 
revenues and expenditures exceeded plans. Revenues increased 
due to inflation of taxable values and new luxury and excise 
taxes, while budget expenditures surpassed anticipated ex- 
penses due to increased unemployment, higher social welfare 
costs and rising wages for government employees. In spite of 
a strict austerity budget, the government recorded a record 
deficit of 5,725 billion flux, due primarily to special loans 
to the steel industry. Luxembourg has nearly exhausted its 
special reserves and will not be able to continue deficit 
government without heavy borrowing in the future. General 
economic recovery in Europe will be necessary before the 
Luxembourg Government will be able to return to its tradi- 
tional practice of budget surpluses. 


The government has traditionally covered deficits by drawing 
down on previously built-up reserves and modest borrowing. 

It is difficult to judge the real effects of new value added 
taxes on luxury goods and the strict limitation on government 
spending imposed in 1983, since during that same period the 
government dispersed its most generous assistance ever to the 
steel industry. Luxembourg's inflation rate is reiatively 
moderate (currently eight percent), but with heavy dependence 
on imported goods, the country is an easy victim to inflation 
generated beyond its borders. 





OUTLOOK 


1983 will probably be remembered as the worst year for the 
Luxembourg economy since World War II. The Grand Duchy 
depends heavily on developments in the rest of the indus- 
trialized world in regard to economic growth. The Federal 
Republic of Germany is the country's most important trading 
partner, and signs of recovery in the FRG economy hold out 
hope for recovery in Luxembourg. The steel industry has been 
relatively successful in finding new markets, and orders for 
the first quarter of 1984 are up 40 percent over the same 
period in 1983. The banking community continues to grow, if 
at a reduced rate. If inflation and government expenditures 
can be controlled, 1984 should be a better year for the 
Luxembourg economy. 


IMPLICATIONS FOR THE UNITED STATES: TRADE AND INVESTMENT 
OPPORTUNITIES 


The sophisticated banking sector, high per capita income and 
low domestic production of consumer goods make it a very 
attractive market for U.S. products, particularly for banking 
and business equipment, office machinery, sporting and 
recreation equipment, clothing and consumer products, and 
high quality foods and wines. 


The banking sector is and will continue to be a market for 
the latest technology in banking and office equipment, 
especially electronic data processing and multilingual word 
processing equipment. The Grand Duchy is a vacation center 
for Northern Europe with special emphasis on camping, hiking, 
fishing, hunting, cross-country skiing, canoeing, tennis and 
golf. It attracts tourists, campers and hikers from Germany, 
France, Belgium, the Netherlands, England and Scandinavia. 
American firms specializing in sporting and outdoor equipment 
will find Luxembourg a particularly attractive market, and one 
that reflects the tastes of the European Community. 


With a rate of 12 percent TVA, Luxembourg boasts the lowest 
value-added tax in Europe, and many European shoppers travel 
to Luxembourg to take advantage of lower prices for consumer 
goods. Particularly attractive are the high quality imported 
food items, with emphasis on alcoholic beverages, including 
wines and liqueurs. German, Dutch and Belgian buyers seek 
high quality wines chosen by taste, not by the label, and 
they tend to be less intimidated by labels than their French 
neighbors. American wine and food specialty exporters should 
find a particularly good market here. As a small country 
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filled with high quality restaurants and hotels, some poten- 
tial also exists for American hotel and restaurant equipment. 


When considering the market, American firms, in general, 
should realize that it serves a much broader buying public 
than the small population of the country. Luxembourg is a 
central shopping area for Western Germany, Southern Belgium, 
and Eastern France. Many American firms have found it profit- 
able to coordinate marketing strategies for Luxembourg with 
one or more of the neighboring countries. 


Luxembourg has always welcomed U.S. investment. Government 
programs to diversify the economy have attracted many foreign 
companies, especially American. In addition to incentives to 
attract investment, Luxembourg offers a unique central loca- 
tion in Europe. The excellent road and communications 
facilities, a well-educated and productive multilingual work 
force, political stability and friendly governmental attitude 
towards foreign businesses make Luxembourg an excellent loca- 
tion for investment. American firms already established in 
Luxembourg include: Goodyear, Dupont de Nemours, Commercial 
Shearing, Guardian Industries, General Motors and National 
Aluminum. Several major banks have also established offices, 
including Bank of America, Chase Manhattan, Citibank and 
Manufacturers Hanover. 


Luxembourg has always welcomed foreign investment and remains 
competitive in attracting U.S. firms that decide to produce 
directly in Europe. The government offers a package of 
incentives tailored to the specific needs of each investment. 
Some of the incentives given to recent U.S. manufacturing 
investors included land, utility hook-ups, partial interest 
rebates on loans, state loan guarantees, capital subsidies 
and tax relief. American companies also cite ease of access 
to Luxembourg government officials high productivity and 
general labor stability as plus factors in their decision to 
set up facilities in the Grand Duchy of Luxembourg. 


% U.S. GOVERNMENT PRINTING OFFICE: 1984-421-007:647 








You might be, if you don’t have current, up-to-date in- 
formation on the countries to which you are marketing. 
Overseas Business Reports and Foreign Economic 
YOU Trends and their Implications for the United States 
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investment conditions and opportunities. They'll bring 
you the latest marketing information on countries offering 
good potential as sales outlets for U.S. goods. You'll find 


information on: 


@ trade patterns @ transportation 

@ industry trends @ trade regulations 

@ distribution channels © market prospects for 

@ natural resources selected U.S. products 

®@ population @ finances and the 
economy 


The OBR World Trade Outlook Series gives you a 


twice-a-year analysis of U.S. export prospects to all 
major trading companies. 


Foreign Economic Trends and their 
Implications for the United States 


focus closely on current economic developments and 
trends in more than 100 countries. This series is essential 
for analyzing new elements and trends to help you plan 
and evaluate your commercial or investment programs 
overseas. Each report: 


and Foreign Commercial Service 

@ pinpoints the economic and financial conditions of 
the country, and how they could affect U.S. 
overseas business 

@ describes the principal influence of current condi- 
tions and future trends on the economy 


@ is prepared on the scene by U.S. Foreign Service 
experts 


Use the order form below to start your subscription to 
both series today. 


U.S. Department of Commerce e international Trade Administration 
ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


Credit Card Orders Only 
Enclosed is $_________ 0) check, a 
C money order, or charge to my Total charges $__.____ Fill in the boxes below. 


Deposit Account No. Credit 


(TLIILII-O Card No. CUELEELLITPUL Pies 

MasterCard ta 
Expiration Date 

Order No. Month/Year Cie 


Enter my subscription to: [] Overseas Business Reports at $29 per year ($36.25 overseas) For Office Use Only 
0 Foreign Economic Trends at $66 ($82.50 overseas) Quantity — 


Charges 
Company Name Enclosed 
To be mailed 
Subscriptions 
Postage 


Foreign handling 


Individuals Name— First Last 
| 


Street address 


City State ZIP Code 
(or Country) 


ist) li th el steel Ta 


PLEASE PRINT OR TYPE 





Looking for 
an overseas 
BUYER? AGENT? 
DISTRIBUTOR? 


To receive a free 
Trade Lists index 


Find one ‘ 7. saatinis ‘§ ‘snail e—\ | or find out about 


: 4 4 the full range of Com- 
in the New | j merce export aid 


products, write 


Commerce ’ to Commerce in 
Department ae 3 . ane an See . Washington, :D.C. or 


contact your nearest 
Trade L ist Commerce district office. 
for Wy <A The Washington address is: 
Computers and ~~~ wr a U.S. Department of Commerce, 


International Trade Administration, 


Peripherals Trade Lists, Room 1324, 


Washington,D.C. 20230. 


Trade Lists: The indispensible overseas marketing tool 
Trade Lists: Names and addresses of overseas buyers, agents, distributors 
Trade Lists: Names provided by U.S. Government foreign commercial officers 


Ask about some of the other Commerce export aid products such as credit reports on 


overseas companies, foreign market research surveys, agent searches and computer database 
retrievals. 





